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ON SOME APPLICATIONS OF THE THEORY 
OF INTERNATIONAL TRADE. 

No economic system has been more variously esti- 
mated than that of Ricardo. When first promulgated, it 
was received with acclamation by those who were con- 
versant with the subject ; and it soon became the stand- 
ard of " orthodoxy." At a later time, it has been bitterly 
assailed, and even declared to be " a detected intellectual 
imposture." The prevailing opinion now is probably a 
kind of mean between the views of pronounced followers 
and extreme opponents. Economists, while fully recog- 
nizing the limitations and defects of Ricardo's method, 
are still conscious of his services in developing particular 
parts of economic doctrine. The foregoing statement is 
more especially true of the theory of international trade 
usually associated with the name of J. S. Mill, but which 
in its broad features can be clearly traced back to Ricardo. 
Recent writers are ready to admit the value of this side 
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of his work, and to treat it as an essential part of 
economic theory. 

Under these circumstances, it may be of interest to 
consider some applications of that theory which lie quite 
apart from the hackneyed and tiresome free-trade contro- 
versy, and which are moreover of considerable practical 
importance. 



The celebrated seventh chapter of Kicardo's Principles, 
which contains the authoritative exposition of his views 
on this subject, is, like all his writings, developed from 
a few leading propositions. It is evident that his method 
of composition was, in treating of each topic, to expand 
some fundamental principles which he had previously 
obtained by analysis of economic facts. In the case of 
foreign trade, these principles are three in number; 
namely, (1) that international trade increases wealth, but 
does not add to the sum of value (which, contrary to the 
opinion of Cairnes, he undoubtedly regards as a quantity), 
since exports and imports are equivalent; (2) that cost 
of production does not determine values in foreign as it 
does, in his view, in domestic exchanges; (3) that the 
distribution of money is such as to establish the terms 
of exchange that would be found under a system of pure 
barter. 

It is to the last of these propositions and to the result 
of its application to some modern problems that I desire 
more particularly to draw attention. As stated by Ki- 
cardo himself, it runs as follows : — 

Gold and silver having been chosen for the general medium of 
circulation, they are, by the competition of commerce, distributed in 
such proportions among the different countries of the world, as tc 
accommodate themselves to the natural traffic 'which would take place 
if no such metals existed, and the trade between countries were 
purely a trade of barter.* 

* Works, ed. M'Culloch, pp. 77, 78. 
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The truth of this proposition as a statement of what 
generally happens has not, I believe, been questioned by 
any careful student. It really means that the use of 
money does not alter the fundamental laws of value, since 
the circulating medium is simply a contrivance for facili- 
tating exchanges. Those who hesitate to accept the prop- 
osition in its general application need only be referred to 
the lucid expositions of the doctrine given by J. S. Mill 
and President Walker.* 

But, though Ricardo's law as to the distribution of 
money is not absolutely rejected by any competent 
person, there is a disposition to argue that it needs 
to be qualified and limited. This contention, stated con- 
cisely, is somewhat to the following effect : — 

If certain assumptions are granted, the Ricardian theo- 
rem is undoubtedly sound ; but, where these assumed con- 
ditions are absent, the proposition is untrue, and serious 
evils may be caused by its failure. The conditions needed 
for the realization of the Ricardian law are (a) the exist- 
ence of competition and (6) the use of a common standard 
of value. In the case of trade between nations where 
competition is firmly established, and which possess the 
same standard of value, the terms of exchange will be 
those which would obtain on the hypothesis of barter 
pure and simple ; but, when we come to deal with the 
foreign trade of large regions, in some of which " custom 
is not yet in its dotage," f and where different standards 
of value are to be found, then, the conditions which 
Ricardo assumed not being present, his theory fails to 
interpret the facts as we meet them; and it is conse- 
quently a dangerous line of conduct to rely on the action 
of the ordinary economic forces to remove evils arising 
from trade disturbances. The actual relations of Europe 
with Eastern countries furnish a case in point, where 

*Mill, Principles, iii. 21, § 2 ; Walker, Political Economy, p. 132 et seq. 
t J. S. Nicholson, Money and Monetary Problems, p. 356. 
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concerted State action may remedy an evil that otherwise 
would not even tend to disappear, and in regard to which 
we cannot follow Bagehot in advising "to endure the 
evil for the present, and to have confidence that the slow 
action of economical causes will in the end cure it." * 

As this contention seems to me to rest on a complete 
misapprehension of the real meaning of Ricardo's views, 
and is at the same time of an apparently formidable 
character, it is desirable to carefully test it. So far as 
the existence of custom is concerned, it may at once be 
said that, beyond question, the conditions of international 
trade may be seriously affected by the prevalence of 
customary terms of exchange. A nation with fixed and 
inelastic prices will be very likely to suffer in trading 
with countries in which competition is the sole regulator 
of transactions. It will probably sell cheap and buy 
dear, thus benefiting its neighbors and losing gain that 
would otherwise accrue to itself. This admission does 
not, however, in the slightest affect the truth or value 
of Ricardo's theorem; for exactly similar events would 
take place under a trade of barter. The customary 
country would find it easy to trade in respect of 
those commodities which were by it undervalued, and 
would readily receive those to which its scale of values 
gave too high an estimate. Customary values, indeed, 
closely resemble values artificially fixed by State action, 
— the difference lying solely in the power that sanctions 
them, — and we need not go beyond the history of double- 
standard currencies for examples of the effect of com- 
petitive trading in articles whose value is settled by 
a permanent rule. The form of currency has no addi- 
tional effect on the course of trade in the case of nations 
any more than in that of individuals. The exchange 
between Jacob and Esau (like that between Diomede 
and Glaucus) was an unfair one; but the interposition 

* Depreciation of Silver, p. 17. 
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of a medium of exchange would not have increased the 
original unfairness of the bargain. It may, too, be 
remarked that international trade is exactly that branch 
of economic action in which custom has the least chance 
of enduring. Its rule is nearly certain to be that of the 
market ; and " the law of the market " is, as Maine has 
shown, the great dissolvent of custom, tending to destroy 
it even in dealings between kinsmen, where it would 
otherwise be most likely to persist. Nor is it true in 
fact that Eastern prices are based on stable custom. All 
recent evidence goes to show that in India so-called 
" customary " prices are very often in origin competitive, 
and are further slowly adjusted to suit altered conditions 
of supply and demand.* 

Passing from the consideration of the action of custom 
in retarding the due adjustment of the conditions of 
international trade, we come to the far more important 
class of cases where there is not a uniform monetary 
standard; and here we at once meet with an apparent 
difficulty. As ordinarily expounded, the Ricardian law 
is operative by tbe passage of bullion from country to 
country, in order to bring prices into such relations as 
will cause trade to conform to it. But with different ma- 
terials employed as money, the mode by which this can 
be accomplished is not quite evident. When two trading 
countries use the same money-material, it is easy to follow 
the process of distribution ; e.g., if the trade between 
England and the United States be not such as would 
exist under the rigime of barter, a movement of bullion 
will be necessary — and, we may add, sufficient — to 
bring about the needed change. Nor is the case es- 
sentially altered by the countries having different stand- 
ards, so long as some third country has the materials 
of both those standards in effective circulation at a fixed 
ratio. Thus the trade between England and India was 

* Marshall, The Present Position of Economics, pp. 48-50. 
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facilitated by the power of drawing on the supplies held 
by France in consequence of her bimetallic system ; and, 
bullion being always obtainable in this indirect mode, the 
process of adjustment was substantially the same as if a 
common standard existed in the trading countries. In 
the absence of any link of this kind, it would appear 
that the objectors had made out a prima facte case. A 
disturbance of "the equation of international demand" 
between England and India cannot now be met in this 
convenient way, and the ordinary principle seems there- 
fore to fail. Any such conclusion would, however, be 
mistaken, as a closer examination of the actual course of 
trade shows. When trading countries have a common 
standard, the fluctuations in the movements of imports 
and exports are checked by the variations in the value 
of bills of exchange, these variations, when extreme, in 
turn causing the passage of bullion, which is the final 
corrective. In trade between nations with different 
standards, though this ultimate regulator is absent, its 
place, as might be inferred, is taken by another. " The 
proximate condition determining international exchange 
is," in the words of Cairnes, "the state of comparative 
prices in the exchanging countries." * Comparative 
prices in countries with the same standard depend, 
cceteris paribus, on the proportion of money held by 
each.f 

When the standard is not the same, comparative prices 
are affected by a further element; namely, the ratio 
between the different standards. Given American and 
English prices in dollars and pounds respectively, we 
can compare them if we know the quantity of metal in 
each of those coins ; but, to compare English and Indian 

* Leading Principles, p. 387 (first edition). 

t Ricardo very clearly lays down this principle : " That commodities would 
rise or fall in price, in proportion to the increase or diminution of money, I as- 
sume as a fact which is incontrovertible." Works, p. 326, note. 
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prices, in addition to the weight and fineness of the 
pound and rupee, we have to ascertain the relative value 
of gold and silver. Changes in the ratio which these 
metals bear to each other act directly on comparative 
prices, and bring about the very results that would be 
caused by the passage of bullion in the case of countries 
using the same metal for their standard. There is little 
difficulty in tracing the steps by which the adjustment 
is carried out. Suppose that a gold-standard country — 
say England — has a favorable balance of trade with one 
using silver, — say India, — then bills in England on 
India will be at a discount, and those in India on 
England at a premium. If both countries had the same 
standard, the premium on bills in India would not — 
unless in exceptional circumstances — pass beyond the 
specie-point, since liabilities would be discharged by 
sending bullion in preference to buying bills at an ex- 
cessive premium. When the standards differ, the cur- 
rency of the creditor country will have to be procured 
for transmission; and, being merely a commodity, its 
value, as measured in the money of the debtor nation, 
will rise. If the condition of trade producing the favor- 
able balance were normal, then the higher value of the 
creditor nation's money — in the supposed case, gold — 
would become definitive, and that higher price would 
be the change in the ratio which is the desired condition. 
If it were merely temporary, the rise in the silver-value 
of gold would tend to correct the course of exchange, as 
Indian importers would take it as one element in their 
calculations, and reduce imports; while the parallel fall 
of silver in England would check exports and encourage 
imports. So far, we have supposed that the disturbance 
of the equation of international demand has arisen from 
altered trade conditions. It may also be due to causes 
directly affecting money. Thus suppose that gold is 
appreciating in England: the lower gold prices will 
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stimulate exports and limit imports; but the favorable 
balance resulting will soon be corrected in the mode 
above described by a change in the ratio between the 
two standard metals. The other possible cases may be 
treated on similar principles, and with like results, afford- 
ing the general conclusion that, in the case of trading 
countries with different standards, alteration of the ratio 
between those standards is the normal mode of adjusting 
a disturbance, which, if the countries had the same stand- 
ard, would be remedied by the passage of bullion, and 
that consequently the former process exemplifies, instead 
of falsifying, Ricardo's theorem. 

Professor Nicholson in a recent volume* has forcibly 
urged that, " in discussing the question of the effects of 
money on international trade, the old theory constantly 
takes ' the precious metals ' as a unit," and that, when this 
error is detected, we must allow that a change in the 
ratio between gold and silver may produce effects which 
the theory of Ricardo and Mill utterly fails to explain. 
Recognizing fully the great ability of the essay in which 
this point is raised, I yet cannot see that the true Ricar- 
dian position is really affected. First as to the error in 
regarding the precious metals as a unit. It is possible 
that Mill held this belief, but there is evidence to show 
that Ricardo did not. Both in his Sigh Price of Bullion 
and in his Reply to Bosanquet, he points out that there 
cannot be a fixed and invariable par between gold and 
silver ; f and he declares that the ratio had lately changed 
from 14| to 15i4 In his Proposals for an Economical and 
Secure Currency, he gives as one of his reasons for prefer- 
ring the silver standard that all other countries used it.§ 
These statements tend to prove that, in his opinion, the 
two metals, though both used as currency, were yet in 

* Money and Monetary Problems ; especially the concluding essay, " Causes 
of Movements in General Prices," pp. 332-375. 

t See Ricardo's Works, pp. 274, 311. % Ibid., p. 272. § Ibid., p. 403. 
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certain respects to be treated as distinct. "We may go 
farther, and conjecture that, had Ricardo been called on 
to consider the present relations of gold and silver, he 
would have treated the problem in the same mode that he 
actually adopted for the — in his time — burning question 
of inconvertible paper issues. Were it otherwise, if Ri- 
cardo had failed to indicate the proper mode of applying 
his principles to a case not brought prominently under his 
notice, it would only remain for his followers to supply 
this comparatively trivial omission. 

The foregoing discussion has, it is hoped, sufficiently 
shown that there is no essential alteration produced in the 
phenomena of international trade by the employment of 
different standards ; but a special case, particularly dwelt 
on by Professor Nicholson, deserves fuller notice,* — 
namely, that of a change in the ratio between the stand- 
ards, trade conditions remaining unaltered. Thus suppose 
the value of silver in gold-using countries to suddenly 
fall, owing to causes entirely apart from the circumstances 
of international trade; may not this change affect for 
years all the commercial relations of the countries under 
consideration? The answer to this argument from the 
Ricardian stand-point is quite evident; namely, that a 
permanent change of the kind is a priori impossible. Sup- 
pose a great and sudden fall in the gold value of silver, 
other things remaining the same, and beyond question 
all available silver would be exported from the gold 
standard countries ; while the coincident discount in 
bills on the countries using silver would check exports 
and encourage imports. It may, however, be alleged 
in rejoinder that this theory (now usually ascribed to 
Bagehot, who of course took it directly from Ricardo) 
is not in accordance with the facts of Anglo-Indian trade. 
Silver in abnormal quantities has not passed to the East, 
and Indian exports have not so far exceeded imports as 

* Money and Monetary Problems, p. 369 el seq. 
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they ought to have done. Any appeal to facts is, how- 
ever, obviously inconclusive as an argument, since it 
cannot be shown that there are no other new conditions 
in operation : indeed, the very fact that the predicted flow 
of silver to the East has not taken place of itself goes far 
to prove that trade conditions must have altered. Bage- 
hot's theory (to adopt Ricardo's account of his own doc- 
trine) simply " takes for granted that, whenever enormous 
profits can be made in any particular trade, a sufficient 
number of capitalists will be induced to engage in it who 
will, by their competition, reduce their profits to the 
general rate of mercantile gains. It assumes that in the 
trade of exchange does this principle more especially 
operate." * No appeal to supposed contradictions of fact 
can overthrow " a theory which rests on so firm a basis of 
experience." At the utmost, an inquiry for some addi- 
tional and disturbing force is suggested. To suppose 
that silver could fall from 60 pence to 42 pence per 
ounce, except as the result of some deep-seated altera- 
tion in the conditions of trade, is nearly as incredible as 
that one part of a sheet of water could be permanently 
much below the level of another part. 

It is important to notice that the expression " conditions 
of trade " has to be taken in a wide sense. Any forces 
operating on the demand and supply of gold and silver 
will so far tend to disturb the comparative values of those 
metals, and therefore to affect trade between gold and 
silver using countries. This liability to be acted on by 
various causes is in reality nothing abnormal. Exactly 
similar phenomena are to be found in the case of trading 
nations with a common standard ; e.g., the Australian and 
Californian gold discoveries for many years influenced the 
whole course of international trade, and it is almost cer- 
tain that, had those discoveries not immediately followed 
the adoption of a free-trade policy by England, the latter 

* Works, p. 309. 
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event would have caused a noticeable redistribution of the 
existing stock of money.* The only peculiarity is in the 
form by which adjustment is finally established. In brief, 
we may conclude that the ratio between gold and silver, 
like the distribution of money in a monometallic group of 
countries, is the result, not the cause, of international trade 
conditions. The key to any actual situation lies in the 
Ricardian proposition, " That the money of each country 
is apportioned to it in such quantities only as may be 
necessary to regulate a profitable trade of barter " ; f and 
the realization of this condition will be found under any 
monetary system. 

The application of the foregoing considerations to the 
existing bimetallic controversy is plain. No line of ar- 
gument has been more effective than that which contends 
that by the abandonment of the double standard system 
a stable par of exchange between gold and silver standard 
countries has been lost, and that trade in such cases is 
reduced to the primitive system of barter. Bimetallists 
have vigorously denounced the legislative mistakes that 
have deprived one important branch of trade of the facil- 
ities which money affords, and have called for a return 
to a more rational system. This argument loses a great 
deal of its force when we remember that international 
trade is and always must be a trade of barter, to which 
fundamental, condition all monetary systems are neces- 
sarily adjusted. It then merely amounts to the complaint 
that certain facilities for trade are reduced by the destruc- 
tion of the bimetallic par of exchange. For the mechan- 
ism of European trade with the East, the fixed ratio of 
silver to gold may have been a convenience, as would be 
also a uniform system of currency for the world ; but its 

*Mill (Principles, Hi. 21, § 3) points out clearly that the distribution of 
money is altered " by everything which affects the trade in other commodities 
so as to derange the equilibrium between imports and exports." 

t Works, pp. 79, SO. 
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loss is and can only be a diminution of convenience, not 
a primary force. Given the same operating agencies, 
the same conditions of commerce and industry, and simi- 
lar results will be reached under any currency arrange- 
ments. The existence of a bimetallic linking system 
may disguise, but it cannot remove, the results which 
changes in the state of trade, including under that term 
changes in the quantity of money, will necessarily bring 
about. The great discoveries of gold referred to above 
produced effects as wide-reaching as can well be imagined, 
in spite of the compensatory action of the French double 
standard. If, during the last fifteen years, other things 
being the same, the Latin Union had strictly adhered 
to its original policy, instead of falling prices in England 
and stationary prices in India, we should probably — or 
almost certainly — have seen stationary prices in Eng- 
land and falling ones in India, producing exactly the 
same effects on international trade as those so much 
debated at present. It is hardly necessary to add that 
the social and political consequences of lowered Indian 
prices, and their influence on the economic development 
of that country, would present quite as grave and difficult 
a problem as anything that has actually taken place. 

II. 

In another direction, the theory of international trade 
and its proper interpretation is of considerable negative 
service. A number of writers who have escaped the 
error of attaching undue importance to currency changes, 
endeavor to explain the alteration in the ratio of silver 
to gold by reference to the conditions of international 
indebtedness.* They argue that, since India, besides 
her ordinary liabilities for imports, owes large sums to 

* See more especially T. J. Pollard, The Indian Tribute, Calcutta, 1886, and 
the article by Mr. W. M. Wood on " India's Unadjusted Trade Balance," 

Political Science Quarterly, December, 1887. 
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England on various extra-commercial accounts, this 
annual charge hinders the natural flow of silver to the 
East, and keeps down the gold price of that metal, and 
that consequently the terms of international exchange 
are rendered disadvantageous to India. This position 
is supported by an appeal to a remarkable passage of 
J. S. Mill's Political Economy (which is indeed the 
source from which the opinion has been derived). To 
do justice to the argument, it is necessary to give 
Mill's statement in his own words: — 

Before closing this discussion, it is fitting to point out in what 
manner and degree the preceding conclusions are affected by the 
existence of international payments not originating in commerce, 
and for which no equivalent in either money or commodities is 
expected or received: such as a tribute, or remittances of rent to 
absentee landlords or of interest to foreign creditors, or a govern- 
ment expenditure abroad, such as England incurs in the manage- 
ment of some of her colonial dependencies. To begin with the case 
of barter. The supposed annual remittances being made in com- 
modities, and being exports for which there is to be no return, it is 
no longer requisite that the imports and exports should pay for one 
another : on the contrary, there must be an annual excess of exports 
over imports, equal to the value of the remittance. If, before the 
country became liable to the annual payment, foreign commerce was 
in its natural state of equilibrium, it will now be necessary, for the 
purpose of effecting the remittance, that foreign countries should 
be induced to take a greater quantity of exports than before : which 
can only be done by offering those exports on cheaper terms, or, in 
other words, by paying dearer for foreign commodities. The inter- 
national values will so adjust themselves that, either by greater 
exports, or smaller imports, or both, the requisite excess on the side 
of exports will be brought about ; and this excess will become the 
permanent state. The result is that a country which makes regular 
payments to foreign countries, besides losing what it pays, loses also 
something more, by the less advantageous terms on which it is forced 
to exchange its productions for foreign commodities. 

The same results follow on the supposition of money. Commerce 
being supposed to be in a state of equilibrium when the obligatory 
remittances begin, the first remittance is necessarily made in money. 
This lowers prices in the remitting country and raises them in the 
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receiving. The natural effect is that more commodities are exported 
than before and fewer imported, and that, on the score of commerce 
alone, a balance of money will be constantly due from the receiving 
to the paying country. When the debt thus annually due to the 
tributary country becomes equal to the annual tribute or other 
regular payment due from it, no further transmission of money takes 
place ; the equilibrium of imports and exports will no longer exist, 
but that of payments will; the exchange will be at par, the two 
debts will be set off against one another, and the tribute or remittance 
will be virtually paid in goods. The result to the interest of the 
two countries will be as already pointed out : the paying country will 
give a higher price for all that it buys from the receiving country, 
while the latter, besides receiving the tribute, obtains the exportable 
produce of the tributary country at a lower price.* 

Though this passage has hitherto — so far as I know — 
escaped criticism, it yet seems, along with an element of 
truth, to suggest an erroneous interpretation of the actual 
effects of international indebtedness, — the result probably 
of not carefully examining the various steps of the process 
by which the relations of countries are adjusted. Let us 
consider the former part of the passage. When dealing 
with a state of barter, we must, in accordance with 
our supposition, hold that the " tribute " is paid in some 
specified commodity or commodities. To suppose with 
Mill that it is paid in commodities in general is tacitly 
to assume the existence of a standard of value. More- 
over, the amounts of the commodities so paid do not 
enter into the international bartering. There is (1) a 
payment of debt which stands by itself; and (2) there 
is, or there may be, an interchange of commodities. To 
take a simple case : Suppose that, of two countries, one 
(A) owes the other (B) 100,000 quarters of corn, and that 
the conditions of comparative cost are such that no trade 
can be profitably carried on between them: then it is 
plain that A will pay 100,000 quarters of corn, and B 
will receive them, but that there is no place for additional 
oss or gain on either side. Next, suppose that B would 

* Principles^ iii. 21, § 4. 
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need 100,000 quarters, but, having obtained them in pay- 
ment of debt, needs no more. In this case, A loses the 
profit which she would have derived by the exchange 
of the said corn, — i.e., she loses the commodities that 
would have been given in exchange for it, and which, 
if she now needs them, she must produce for herself 
on more onerous terms. B may, however, need 150,000 
quarters: 100,000 of these she will get in the form of 
tribute, and therefore has to procure only 50,000 through 
the medium of exchange. It is hardly doubtful that she 
will get this smaller amount on more favorable terms, 
and so far Mill's belief is substantially justified. He 
has, however, omitted an important qualification. B, 
having got 100,000 quarters without cost, is the better 
able to purchase : her sum of incomes is higher. It 
is therefore possible that she may desire to take a greater 
quantity, — say 200,000 quarters, purchasing 100,000. 
This increased demand would affect the terms of ex- 
change to her disadvantage, and would so far counteract 
the loss incurred by A.* The introduction of a number 
of commodities makes it more likely that B will extend 
her demand ; for, though she may not desire more corn, 
she will almost certainly apply a part of her increased 
income in the purchase of foreign (i.e., A's) productions. 
If, in the case of the single commodity, corn, her demand 
increases to 250,000 quarters, then A's disadvantage 
would cease ; and this result, though hardly conceivable 
in respect to one article, is not so when many commodities 
are the subject of trade. The existence of several other 
trading countries will also tend to improve A's position. 
B will naturally employ its increased income in obtaining 
larger supplies, derived from various countries, that will 
in turn be paid by A. 

*In another connection, Mill notices this point. "The richest countries 
cceteris paribus, gain the least by a given amount of foreign commerce : since, 
haying a greater demand for commodities generally, they are likely to have 
a greater demand for foreign commodities, and thus modify the terms of inter- 
change to their own disadvantage." Principles, iii. 18, § 8. 



16 QUARTERLY JOURNAL OF ECONOMICS 

As might be foreseen, " the same results follow on the 
supposition of money." Suppose that A owes B ,£1,000,- 
000 annually. This debt is a claim in the hands of B, 
which increases her purchasing power, being added to 
the amount of that power otherwise derived. To the 
extent that B's demand for foreign products through the 
use of her exports is reduced by this application of her 
claim and the terms of exchange are thereby rendered 
more favorable to her, — so far, and so far only, does A 
lose. It is plain that, under the actual conditions of 
trade, any effect of the kind must be insignificant. The 
fluctuations of the terms of international exchange are 
confined within comparatively narrow limits, owing to 
the competition of different countries and the enormous 
number of commodities dealt in; while, within those 
limits, the special force under consideration can have 
but little power. It is also doubtful whether Mill is 
correct in asserting that the quantity of money will be 
increased in the creditor and reduced in the debtor coun- 
try. The sum of money incomes will no doubt be higher 
in the former; but that increased amount may be expended 
in purchasing imported articles obtained by means of the 
obligations held against the debtor nation. The total 
imports, as on the supposition of a state of barter, can be 
analyzed into two parts, — (1) that sent in payment for 
debts, and (2) that given in exchange for exports, — so 
that there will be no place for the employment of addi- 
tional money. Nor does it follow that the scale of prices 
will be higher in the creditor than in the debtor country. 
The inhabitants of the former, having larger money in- 
comes, will purchase more at the same price, and thus 
bring about the necessary excess of imports over exports. 

It would, on the whole, appear that Mill's doctrine as 
to the disadvantageous effect of international indebted- 
ness is only true under certain conditions, and, then, that 
the effect is trifling. Any attempt, therefore, to use the 
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doctrine in order to explain the fall in the gold value of 
silver and the movements of the Eastern exchanges is 
quite inadmissible. It may be true that, were there no 
council bills or other extra-commercial payments, Eng- 
land's demand on India for ordinary exports might be 
somewhat greater, and that those exports would, in con- 
sequence, command slightly better terms ; but to seek to 
account for the revolution in the conditions of Indian 
trade by this agency is to lose all sense of proportion. 
It implies a complete absence of power to estimate the 
comparative importance of economic forces; and it cer- 
tainly in no way follows, as its supporters seem to main- 
tain, from the Ricardian theory of international trade. 
That theory emphasizes the broad facts that trade between 
countries is beneficial; that it is carried on within the 
limits set by comparative cost ; that it is not affected by 
the value of the circulating medium ; and that such 
agencies as taxation, indebtedness and the like, are merely 
minor disturbing forces, which can be rightly treated as 
subordinate. There is nothing in the phenomena of East- 
ern trade which in the slightest tends to weaken this the- 
ory ; and we may, therefore, adhere to it with confidence. 

0. F. Bastable. 
University of Dublin. 



